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Executive Summary

Every year Ballast conducts research on how the private
sector can improve its engagement with policymakers.
This year, our research centers on what policymakers
want to see from companies on Environment, Social
and Governance (ESG), and how perceptions of
ESG differ internationally. In our conversations with
German policymakers, one issue that surfaced, and
is key to understanding ESG in the German context-
is the economic and social-cultural importance of the
German Mittelstand. In this first piece on ESG, we
examine the importance of the Mittelstand and the
need to address succession challenges.
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What Is Mittelstand?

Mittelstand is the “hidden champion” of the German economy. They encompass the small-to-
medium sized enterprises (SMEs) in the DACH region (Germany, Austria, and Switzerland). These
are often family-owned (Familienunternehmen), spanning multiple generations with specialized
manufacturing productions that form the backbone of the German economy.

The organizational characteristics of these companies are very well-studied, with research
specifically emphasizing their incorporation of set family values when enacting an “enlightened”
capitalism governance model.! These companies generate one-third of the total turnover of
German companies and account for 34.4% of all employees subject to social security contribution,?
solidifying their place as a major pillar of Germany’s robust business society.> Moreover, these
companies hold a reputation for their crisis resistance abilities,* especially through managerial
and technological innovations,® such as during the economic crash of 2008, the COVID-19 crisis in
2020, and the Ukrainian invasion earlier this year.

A Succession Challenge

In our research this year, policymakers in the DACH region express concerns about the forthcoming
succession crisis these companies will face. According to research by KFW,® 1.5 million business
owners are aged 55 years or older, meaning that in the coming years, upwards of 76,000 Mittelstand
companies will require suitable successors. Nearly half of these businesses are expecting a transition
in the next two years.” Fifty-six percent of these companies plan to keep it in family,® while 13% are
considering a sale rather than passing their companies down the generational line.

While COVID-19 has reshifted priorities, the issue of succession remains unchanged. Mittelstand
owners are increasingly looking for outside resources and expertise, and policymakers believe that
incoming leaders should continue to place a focus on ESG as management transitions.

“The most worrying issue in any business leadership is the succession in the years to come. We have a
lot of ownership changes that still don’t have successors. The equity market is taking over but ESG is
a big guiding principle for these companies, especially the S, so this is a time to refocus our ESG goals

and figure out what our common objective is.”

Elected Business Representative for a German Association

Part of the reason for the succession crisis is due to the aging population in Germany and a refocus
of priorities by the new generation.

“The new generation have never shown any interest or the person in charge has never shown them the

ropes or the process of what goes into the business.”

German Human Resource Specialist
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ESG Exemplars

Mittelstand has traditionally shown to be “crisis resistant” and part of its resistance is attributed
to their ability to act unified® and treat their workers well even during a crisis.

DACH policymakers point to the Mittelstand as examples of what “good” social engagement
looks like.

“In general, they take care of their workers, “They treat their employees so well;
addressing an oft missed S & G in ESG. You

sustain your business for so much longer

they go out of their way to make sure
everyone stays on during crises. The
executives will often take a pay cut so that this way.”

everyone gets paid. Senior Diplomat to Germany

Former Senior German Federal Advisor

Long-Term Relationships Are Key

Leaders want to see long-term partners who understand and are attuned to the local culture, and
who they believe they can trust.

“I don’t consider my children because I don’t want them to run it to the ground... but I also won't invite

anyone to be a partner. I want partners who understand my work.”

CEQO, German Familienunternehmen

“You cannot come in and expect the world,
there are a lot of misunderstandings about
German culture. It is going to take a lot longer
than you think to build the relationships that
you want to build.”

Trade Representative to Germany

“No Mittelstand owner is going to invite you
in as a partner if you are just coming in for
five, seven years and sell it. They have to
really really trust you. They want a longer

term relationship.”

Senior Diplomat to Germany
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Conclusion

Policymakers believe that the changing demographic
of Germany’s business community presents a growing
opportunity for leaders to continue to infuse ESG
principlesinto theirorganizations. With succession such
an important social issue for the German Mittelstand,
the necessity of forward-thinking leadership that is
both aware of the cultural significance of these unique
dynamics and able to keep up with a shifting global
dynamic is increasingly clear. The structure of these
Familienunternehmens has provided a rare perspective
when it comes to retaining talent and remaining
resilient in times of crisis. Policymakers want to ensure
that is preserved, specifically noting the importance
of treating employees well and maintaining long-term
relationships during times of change.
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About Ballast Research

Ballast Research gathers direct feedback from policymakers, investors,
and other key stakeholders to help inform, direct, and correct the
engagement they receive from companies.
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Our Promise

Confidentiality: All participation in our research is confidential and not for attribution.

This deep-dive, customized research is invaluable for understanding what policymakers think
of us and need from us. The insights are another important tool we use to inform our thinking

on how to engage, and the data illuminates where we can do better.

Head of US Communications, Fortune 10 Company  ,,
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A Note on Use of These Materials

This document has been prepared by, and comprises valuable proprietary information
belonging to Ballast Research. It is intended for educational purposes only.

Except as permitted under the United States Copyright Act of 1976, no part of this
publication may be reproduced or distributed in any form or by any means, or stored in a
database retrieval system without the prior written permission of Ballast Research. The use of
copyrighted materials and/or images belonging to unrelated parties and reproduced herein is
permitted pursuant to license and/or 17 USC § 107.

Legal Caveat

Ballast Research has worked to ensure the accuracy of the information it provides in this
report. This report relies upon data obtained from many sources, however, and Ballast Re-
search is not able to guarantee the accuracy of the information or analysis contained in these
materials. Furthermore, Ballast Research is not engaged in rendering legal, accounting, or any
other professional services. Ballast Research specifically disclaims liability for any damages,
claims or losses that may arise from a) any errors or omissions in these materials, whether
caused by Ballast Research or its sources, or b) reliance upon any recommendation made by
Ballast Research.

Citations

1. Langenscheidt, Florian and Venohr, Bernd
2018. Deutsche Standard, The Best of German
Mittelstand. https://staticl.squarespace.com/
static/548ac75ce4b0al0ad41f38e7/t/55edaa22e4b
03d3d6e78da4c/1441638946906/MITWMFE Folder

Venohr_Website.pdf

2. Mckinsey (2020), How the German Mittelstand
is mastering the COVID-19 crisis. https://www.
mckinsey.com/business-functions/mckinsey-digital/
our-insights/how-the-german-mittelstand-is-
mastering-the-covid-19-crisis

3. BDI (2021), https://english.bdi.eu/article/news/the-
german-mittelstand-an-economic-success-model/

4. Werner, Arndt, Schroéder Christian, Chlosta

Simone (2018) https://www.jstor.org/
stable/446972897?searchText=mittlestand+
succession&searchUri=%2Faction%2FdoBasicSearch
%3FQuery%3Dmittelstand%2Bsuccession%?26s0%3
Drel%26sd%3D201&&ab_segments=0%2FSYC-

6451%2Fcontrol&refreqid=fastly-default%3A0c7a?7
d8166338ee33e53cd624b11520b#metadata_info

tab_contents

5. Harvard Business Review (1992) https://hbr.
org/1992/03/lessons-from-germanys-midsize-
giants#:~:text=The%?20Mittelstand %20
companies%?20are%20champions,subsumed%20
by%20the%20end%20product.

6. Bloomberg Business (2022) https://www.
bloomberg.com/press-releases/2022-06-02
german-mittelstand-leaders-skilfully-navigate-global-
issues-supply-chain-challenges-and-ongoing-labour-
shortages-second-annual

7. JP Morgan (2022) https://www.jpmorgan.com/
commercial-banking/insights/2022-germany-

business-leaders-outlook?source=cb/prl/BLO G/intl

oth/awr/05312022/van

8. KfW Research (2019) https://www.kfw.de/PDF/
Download-Center/Konzernthemen/Research/PDF-
Dokumente-Fokus-Volkswirtschaft/Fokus-englische-
Dateien/Fokus-2019-EN/Focus-No.-274-December-
2019-Business-succession.pdf

9. Berlemann, Michael, Jahn Vera, Lehmann Robert

(2021) https://link.springer.com/article/10.1007/
s11187-021-00573-7

10. Mckinsey (2020), How the German Mittelstand
is mastering the COVID-19 crisis. https://www.
mckinsey.com/business-functions/mckinsey-digital/
our-insights/how-the-german-mittelstand-is-
mastering-the-covid-19-crisis

11. Board Agenda (2017) https://boardagenda.
com/2017/07/11/mittelstand-companies-secrets-
success/

© Ballast Research 2022



ST

RESEARCH




